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[4210-01] 


DEPARTMENT OF HOUSING AND 
URBAN DEVELOPMENT 


Federal Insurance Administration 


{Docket No. N-78-890] 


OFFER TO PROVIDE REINSURANCE AGAINST 
EXCESS AGGREGATE LOSS RESULTING 
FROM RIOTS OR CIVIL DISORDERS 


AGENCY: Housing and Urban Devel- 
opment/Federal Insurance Adminis- 
tration. 


ACTION: Notice of offer to provide re- 
insurance against excess aggregate loss 
resulting from riots or civil disorders. 


SUMMARY: The Federal Insurance 
Administration is publishing in this 
Notice the terms and conditions of the 
Standard Reinsurance Contract for 
1978-79 governing reinsurance under 
the Federal insurance program rein- 
suring against excess aggregate losses 
resulting from riots or civil disorders 
to eligible insurers for the contract 
year from October 1, 1978, to Septem- 
ber 30, 1979. In addition, this Notice 
sets forth the offer to provide reinsur- 
ance and the method for accepting the 
offer. This offer and the contract set 
forth are authorized by law. 


EFFECTIVE DATE: September 1, 
1978. 


DATES: The offer is effective upon 
publication in the FEDERAL REGISTER. 
The Contract is effective 12:01 a.m., 
e.s.t., October 1, 1978, for all accep- 
tances dispatched before 12 p.m. (mid- 
night), September 30, 1978. Subject to 
extension of the Urban Property Pro- 
tection Act, 12 U.S.C. 1749bbb et. seq., 
the Contract is effective for accep- 
tances dispatched after September 30, 
1978, 12:01 a.m., e.s.t., of the day fol- 
lowing dispatch of the acceptance. 


FOR FURTHER INFORMATION 
CONTACT: 


Mr. James M. Rose, Jr., Assistant 
Administrator for Urban Property 
Insurance—Riot and Crime, 451 7th 
Street SW., Washington, D.C. 20410, 
telephone 755-6555. 


SUPPLEMENTARY INFORMATION: 
The purposes of this Notice are: 

(1) To offer publicly Federal reinsur- 
ance against excess aggregate losses 
resulting from defined riots or civil 
disorders to insurers eligible for such 
reinsurance for the contract year com- 
mencing October 1, 1978, and ending 
September 30, 1979; 

(2) To provide the method by which 
the offer may be accepted; and 

(3) To set forth the terms and condi- 
tions of the Standard Reinsurance 
Contract (1978-79). 

Since the offer to provide reinsur- 
ence and the terms and conditions of 
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the Standard Reinsurance Contract 
for the October 1, 1978, to September 
30, 1979, contract year must appear in 
time for acceptance by eligible insur- 
ers on or before September 30, 1978, 
this Notice of offer to provide insur- 
ance against excess aggregate losses 
resulting from riots or civil disorders is 
effective upon publication of this 
Notice in the FEDERAL REGISTER. The 
program authority to continue rein- 
surance beyond September 30, 1978, 
requires the enactment of Federal leg- 
islation currently under consideration 
by the Congress. Therefore, the valid- 
ity of this offer is conditioned upon 
the enactment of the enabling legisla- 
tion. 

The Standard Reinsurance Contract 
(1978-79) provides for an aggregate 
basic premium rate of $0.02 per $100 
of direct premiums earned on lines re- 
insured. 

Both the aggregate basic premium 
and the additional premium, if any, 
are payable on an advance estimated 
basis as specified in the contract. In- 
terest shall accrue at 6 percent (6%) 
per annum on any portion of any 
amount due the reinsurer which is not 
paid to the reinsurer within 30 days 
from its due date. 

The offer to provide reinsurance is 
as follows: 


OFFER TO PROVIDE REINSURANCE 


Pursuant to.the provisions of the 
Urban Property Protection and Rein- 
surance Act of 1968, as amended (12 
U.S.C. 1749bbb—1749bbb-21), subject 
to all regulations promulgated there- 
under, and to the terms and conditions 
set forth in the Standard Reinsurance 
Contract (1978-79) as printed below, 
the Federal Insurance Administrator 
(hereinafter referred to as the “rein- 
surer’’) offers to enter into the Stand- 
ard Reinsurance Contract (1978-79), 
the terms and conditions of which are 
as printed hereinbelow, with any eligi- 
ble insurer which accepts this offer. 
The reinsurer’s offer to provide rein- 
surance is effective upon publication 
in the FEDERAL REGISTER. 


METHOD OF ACCEPTANCE OF OFFER 


(1) Acceptance of this offer shall be 
by telegraphed or mailed notice of ac- 
ceptance to the reinsurer. If the date 
and time of dispatch of the notice of 
acceptance are not later than mid- 
night, e.s.t., September 30, 1978, rein- 
surance coverage shall be in effect 
from 12:01 a.m., e.s.t., October 1, 1978. 
If the date and time of dispatch of the 
notice of acceptance are later than 
Midnight, e.s.t., September 30, 1978, 
subject to extension of the Act, rein- 
surance coverage shall be in effect 
from 12:01 a.m., e.s.t., on the day after 
such notice of acceptance is dis- 
patched. The date and time of dis- 
patch of the notice of acceptance must 


be clearly shown either by telegraph 
dispatched notation or postmark, and 
such notation or pastmark shall be 
conclusive proof of the date and time 
of dispatch. 

(2) The telegram or letter accepting 
this offer of reinsurance shall indicate 
the States in which reinsurance on 
lines of mandatory coverage is to be 
provided and shall specifically desig- 
nate for each such State the lines of 
optional coverage, if any, for which re- 
insurance is to be provided. The notice 
of acceptance shall be in substantially 
the following form: 

The (name of insurer of insurers] 
hereby accepts the offer, as filed with 
the Office of the Federal Register, of 
the Standard Reinsurance Contract 
(1978-79), pursuant to the Urban 
Property Protection and Reinsurance 
Act of 1968, as amended, for the man- 
datory and [specify] optional lines in 
the following States: [specify]. 

(3) Any eligible insurer accepting 
this offer of reinsurance shall be sup- 
plied copies of the Standard Reinsur- 
ance Contract (1978-79), Form HUD 
1601, for execution and return to the 
reinsurer. 


TERMS AND CONDITIONS Or THE STAND- 
ARD REINSURANCE CONTRACT (1978- 
79) 


[At this point in the contract, the in- 
surance company or companies rein- 
sured are required to list the names 
and addresses of the principal compa- 
ny and all property insurance compa- 
nies under common or related owner- 
ship or control as defined in the con- 
tract, and space is provided for the ex- 
ecution of the contract by the parties.] 

THIS CONTRACT, made by and be- 
tween the Federal Insurance Adminis- 
trator (hereinafter referred to as the 
“Reinsurer”) and the company or com- 
panies specified above (hereinafter re- 
ferrred to as the “Company’’). 

WITNESSETH: Subject to the pro- 
visions of the Urban Property Protec- 
tion and Reinsurance Act of 1968, as 
amended, and to the terms and condi- 
tions herein set forth, the Reinsurer 
hereby obligates itself to pay, as rein- 
surance of the Company, the amount 
of the Company’s excess aggregate 
losses resulting from riots or civil dis- 
orders in such lines of mandatory and 
optional coverage as are designated 
separately for each State by the Com- 
pany in its notice of acceptance and 
confirmed under section XVIII. 


SECTION I.—POLICIES REINSURED 


This Standard Reinsurance Contract 
applies to: 

(A) All policies or contracts of direct 
property-insurance issued by the Com- 
pany to any property owner, except 
for policies for which the business is 
handled for or through any State pool 
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or any other continuing organization, 
pool, or association of insurers, and 

(B) The Company’s participations in 
State pools and, as may be approved 
by the Reinsurer, in other continuing 
organizations, pools, or associations of 
insurers, which policies, contracts, or 
participations are in force on the ef- 
fective date hereof or which com- 
mence or are renewed on or after such 
effective date in all the mandatory 
and in such optional standard lines of 
property insurance listed below as are 
designated separately for each State 
by the Company in its notice of ac- 
ceptance and confirmed under section 
XVIII. 


LINES OF MANDATORY COVERAGE 


(A) Fire and extended coverage; 

(B) Vandalism and malicious mis- 
chief; 

(C) Other allied lines of fire insur- 
ance; 

(D) Burglary and theft; and 

(E) Those portions of multiple peril 
policies covering similar perils to those 
provided in (A), (B), (C), (D); 


LINES OF OPTIONAL COVERAGE 


(F) Inland marine; 

(G) Glass; 

(H) Boiler and machinery; 
(<I) Ocean marine; and 

(J) Aircraft physical damage. 


SECTION II.—PREMIUMS 


The aggregate basic premium due 
the Reinsurer for the reinsurance cov- 
erage provided under this contract 
shall be computed by applying an 
annual rate of two-hundredths of one 
per centum (0.02%) to an aggregate 
premium base consisting of the sum of 
the products of the Company’s direct 
premiums earned in each State for 
each reinsured line for the calendar 
year 1978 multiplied by the specified 
percentage of such earned premium, 
as defined in section XVII of this con- 
tract. 

If the total amount of all excess ag- 
gregate losses paid by the Reinsurer 
under this contract and all like Stand- 
ard Reinsurance Contracts issued for 
the period between October 1, 1978, 
and September 30, 1979, exceeds the 
total amount of all aggregate basic 
premiums paid or payable to the Rein- 
surer under all such contracts, the 
Company shall be obligated to pay the 
Reinsurer, at or subsequent to adjust- 
ment, an additional premium deter- 
mined on the basis of the amount of 
the remainder derived by subtracting 
the total amount of all aggregate basic 
premiums paid or payable to the Rein- 
‘ surer under all such contracts from 
the total amount of all excess aggre- 
gate losses paid by the Reinsurer 
under all such contracts. The amount 
of the additional premium shall be 
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equal to the product of the Company’s 
aggregate basic premium multiplied: 


By a factor of one, if the remainder is 
greater than two times the total amount of 
all aggregate basic premiums under all such 
contracts, but is less than or equal to three 
times that amount; 

By a factor or two, if the remainder is 
greater than three times the total amount 
of all aggregate basic premiums under all 
such contracts, but is less than or equal to 
four times that amount; 

By a factor of four, if the remainder is 
greater than six times the total amount of 
all aggregate basic premiums under all such 
contracts, but is less than or equal to eight 
times that amount; 

By a factor of six, if the remainder is 
greater than ten times the total amount of 
all aggregate basic premiums under all such 
contracts, but is less than or equal to twelve 
times that amount; 

By a factor of eight, if the remainder is 
greater than twelve times the total amount 
of all aggregate basic premiums under all 
such contracts, but is less than or equal to 
fourteen times that amount; 

By a factor of ten, if the remainder is 
greater than eighteen times the _ total 
amount of all aggregate basic premiums 
under all such contracis, but is less than or 
equal to twenty times that amount; or 

By a factor of twelve, if the remainder is 
greater than twenty times the totai amount 
of all aggregate basic premium under ail 
such contracts. 


An advance premium, which shall be 
an estimated premium only, shail be 
computed by the Company on the 
basis of its direct premiums earned in 
the calendar year 1977 in the manner 
required for the computation of the 
aggregate basic premium. If any line 
of insurance is added during the term 
of this contract for which the Compa- 
ny had no premium writings in 1977, 
the premium base for the advance pre- 
mium shall be estimated by State for 
the period from the date of attach- 
ment of coverage to the expiration 
date of this contract. In no event shall 
the advance premium be less than 
$25.00 for each State in which reinsur- 
ance is provided under this contract. 
The advance premium shall be paid to 
the Reinsurer without demand within 
30 days from the effective date of cov- 
erage. 

At the option of the Reinsurer and 
prior to adjustment, the Company 
shall pay the additional premium on 
an estimated basis. An estimated addi- 
tional premium payment equal to the 
amount of the Company’s advance 
premium shall be payable to the Rein- 
surer if the total amount of all excess 
aggregate losses paid by the Reinsurer 
under this contract and all like Stand- 
ard Reinsurance Contracts issued by 
the Reinsurer for the period between 
October 1, 1978, and September 30, 
1979, exceeds the total amount of all 
estimated premiums collected by the 
Reinsurer under all such contracts 
(the total amount of all advance pre- 
miums plus the total amount.of any 
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estimated additional premium pay- 
ments). The total amount of estimated 
additional premium payments, wheth- 
er required separately or concurrently, 
shall not exceed 12 times the amount 
of the Company’s advance premium. 
The actual amount of the additional 
premiums shall subsequently be com- 
puted and adjusted in accordance with 
the provisions of the preceding para- 
graphs and section VII. 

With the exception of the advance 
premium which is due _ without 
demand of the Reinsurer within 30 
days from the effective date of cover- 
age, premium amounts shall be due 30 
days after the demand of the Reinsur- 
er. Interest shall accrue at six per 
centum (6%) per annum on any por- 
tion of any premium amount which is 
not received on or before 30 days from 
its due date. 

The aggregate basic premium, to- 
gether with any additional premium 
which may be due the Reinsurer in ac- 
cordance with the preceding para- 
graphs, shall be deemed fully earned 
on the date that such reinsurance cov- 
erage attaches, except as other wise 
provided in section VI. 


SECTION III.—ASSESSMENTS 


If any other company (or compa- 
nies) reinsured by the Reinsurer under 
a like Standard Reinsurance Contract 
incurs aggregate losses in reinsured 
lines in any State during the period of 
this contract, which in total exceed its 
net retention for all such lines, and as 
a result lodges claims against the Re- 
insurer, then the Company, on 
demand of the Reinsurer, shall pay to 
the Reinsurer an assessment sufficient 
to meet the Company’s equitable 
share of all such excess aggregate 
losses incurred in the State, but only 
to the extent that such losses exceed 
funding applied in successive order as 
follows: 

(1) All basic and additional premi- 
ums paid or payable by all reinsured 
companies into the National Insurance 
Development Fund for the period 
from October 1, 1978, through Sep- 
tember 30, 1979, for reinsurance in 
such State in accordance with the pro- 
visions of section II and section VII of 
this contract. 

(2) A share from the National Insur- 
ance Development Fund in proportion 
that any remaining deficits bear to the 
lesser of (a) the total of such deficits 
or (b) four times the amount of all ag- 
gregate basic premiums paid or pay- 
able to the Reinsurer under this con- 
tract and all like Standard Reinsur- 
ance Contracts issued for the period 
between October 1, 1978, and Septem- 
ber 30, 1979. 

(3) The unused net amount, or part 
thereof equal to such State deficits, of 
all reinsurance premiums paid or pay- 
able by all reinsured companies into 
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the National Insurance Development 
Fund for the period from August 1, 
1968, through September 30, 1978 (in- 
cluding investment income earned 
thereon.through April 30, 1975) for re- 
insurance in such State. 

(4) A share of all additional premi- 
ums paid or payable to the Reinsurer 
under this contract and all like Stand- 
ard Reinsurance Contracts for the 
period between October 1, 1978, and 
September 30, 1979, which have not 
been used under section 3(1) above in 
proportion that any remaining deficits 
bear to the lessser of (a) the total of 
such deficits or (b) the total of the 
unused additional premiums. 

(5) A share from the National Insur- 
ance Development Fund in proportion 
that any remaining deficits bear to the 
lesser of (a) the total of such deficits 
or (b) six times the amount of all ag- 
gregate basic premiums paid or pay- 
able to the Reinsurer under this con- 
tract and all like Standard Reinsur- 
ance Contracts issued for the period 
between October 1, 1978, and Septem- 
ber 30, 1979. 

Such share of any remaining deficit 
for a State shall be in the proportion 
that— 

(A) The amount, if any, by which 
the Company’s net retention in lines 
reinsured hereunder in such State ex- 
ceeds the Company’s aggregate losses 
in such lines, bears to 

(B) The aggregate amount of unab- 
sorbed net retention of all the lines of 
insurance of all companies reinsured 
hereunder in such State, but such 
share shall not exceed the amount of 
the Company’s unabsorbed net reten- 
tion under (A). An assessment will be 
required only after the termination of 
coverage provided by this contract. 


SECTION IV.—CLAIMS 


The Company shall advise the Rein- 
surer by letter (A) of all losses from a 
single occurrence which exceed 
$50,000, and (B) whenever it appears 
that aggregate losses have been in- 
curred in an amount equal to 90 per- 
cent (90%) of the Company’s net re- 
tention in any State, on the basis of its 
direct premiums earned and reported 
to the Reinsurer for the calendar year 
1977. 

When the Company incurs aggre- 
gate losses which exceed its net reten- 
tion in any State, the Company may 
make claim upon the Reinsurer for 
the payment of excess aggregate losses 
in that State by filing a certification 
of loss and thereafter such supporting 
documentation of such losses as may 
be required by the Reinsurer, and fol- 
lowing the receipt of such certifica- 
tions and documentation the Reinsur- 
er shall, as promptly as possible, in 
such installments and on such condi- 
tions as may be determined by the Re- 
insurer to be appropriate (including 
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advance payments made on the basis 
of preliminary certifications of loss 
filed in advance of the final determi- 
nation of the ultimate amount of 
losses paid), pay to the Company the 
amount of such excess aggregate 
losses subject to adjustments on ac- 
count of underpayments or overpay- 
ments. 

If the ultimate amount of losses to 
be paid by the Company has not been 
finally determined when the certifica- 
tion of loss is filed, the Company shall, 
in due course, file one or more supple- 
mentary certifications of loss and 
thereafter the Reinsurer or the Com- 
pany, as the case may be, shall pay the 
balance due. 

Claims paid pursuant to computa- 
tions of net retentions based upon the 
direct premiums earned for the calen- 
dar year 1977 shall be recomputed and 
adjusted at the termination of the cov- 
erage provided by this contract on the 
basis of direct premiums earned in re- 
insured lines for the calendar year 
1978. 


SECTION V.—INCEPTION AND EXPIRATION 
DATES 


Provided the Company has request- 
ed reinsurance by States and lines of 
coverage on or before September 30, 
1978, this Standard Reinsurance Con- 
tract shall be in effect from 12:01 a.m., 
e.s.t., on October 1, 1978, and shall 
expire at 12:00 p.m. (midnight), e.s.t., 
on September 30, 1979, unless sooner 
terminated. 

If the Company applies for coverage 
on or after October 1, 1978, this con- 
tract shall be effective from 12:01 a.m., 
e.s.t., on the day after such application 
is dispatched, as determined by the 
date of postmark or telegram, pro-. 
vided the Company requests coverage 
by State and line and otherwise com- 
plies with the eligibility requirements 
of this contract. 

This contract applies only to losses 
occurring during the term hereof, as 
follows: 

(A) If at the inception of this con- 
tract any riot or civil disorder is in 
progress, no coverage shall be provided 
for losses resulting therefrom unless 
this contract is a continuation of cov- 
erage from the previous year’s con- 
tract; : 

(B) If this contract terminates while 
a riot or civil disorder covered hereby 
is in progress, no coverage shall be 
provided for any losses. resulting 
therefrom which occur after the date 
and time of termination of this con- 
tract. 


SECTION VI.—CANCELLATIONS 


Reinsurance under this contract 
may be canceled by the Company in 
its entirety or with respect to any 
State upon written notice by the Com- 
pany to the Reinsurer stating that it 


desires to cancel the reinsurance cov- 
erage specified and that it will pay any 
premium due the Reinsurer in accord- 
ance with the provisions of this con- 
tract, subject to any adjustments 
which may be required under section 
VIII: Provided, however, That no cov- 
erage shall attach under this contract 
if the Company has willfully con- 
cealed or misrepresented any material 
fact with respect thereto. 

Reinsurance under this contract 
may be canceled by the Reinsurer in 
its entirety or with respect to any 
State upon 30 days written notice to 
the Company of such cancellation, 
stating the reasons for cancellation, 
which shall be limited to one or more 
of the following grounds: Fraud or 
misrepresentation subsequent to the 
inception of the contract, nonpayment 
of premium or any other amount due 
the Reinsurer, and the grounds set 
forth in the second paragraph of sec- 
tion XII. 

Whenever the Reinsurer determines, 
in his discretion, that any cancellation 
of reinsurance is involuntary and with- 
out fault on the part of the Company, 
the premium due the Reinsurer for 
the coverage afforded under this con- 
tract shall be prorated in the ratio of— 

(A) The number of days for which 
coverage was provided prior to the 
cancellation of such coverage plus 30, 
to 

(B) The total number of days of cov- 
erage provided under this contract 
from the inception of coverage up to 
and including September 30, 1979. 

In the event of any cancellation of 
reinsurance coverage under this sec- 
tion, the net retention and assessment 
of such Company shall be computed, 
without proration, on the basis of the 
direct premiums earned for the calen- 
dar year 1978. Refunds of premiums, if 
any, due the Company upon cancella- 
tion may, at the discretion of the Re- 
insurer, be deferred until after final 
adjustments have been made in ac- 
cordance with the provisions of section 
VII hereof. 


SECTION VII.—ADJUSTMENTS 


The Company shall report to the 
Reinsurer within 60 days after request 
its direct premiums earned for the cal- 
endar year 1978 in all reinsured lines 
in all States for which reinsurance was 
provided under this contract, for the 
purpose of computing and adjusting 
the reinsurance premium due to the 
Reinsurer with respect to the coverage 
provided. The direct premiums earned 
to be reported for any line of insur- 
ance added during the contract term 
for any State in which the company 
had no premium writings in such line 
in 1978 shall be the direct premiums 
earned for the first 9 months of 1979 
as estimated by the Company, subject 
to audit by the Reinsurer. 
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In no event shall the adjusted 
amount of direct premiums earned by 
the Company result in a basic premi- 
um to the Reinsurer in an amount less 
than $25 for each State during the 
contract year, which shall constitute 
the minimum adjusted reinsurance 
premium for any State under this con- 
tract. 

On or before December 31, 1979, or 
such later date as may be permitted at 
the option of the Reinsurer, the Com- 
pany shall report to the Reinsurer its 
aggregate losses. 

‘Any overpayment or underpayment 
between the Reinsurer and the Com- 
pany shall be adjusted and paid in ac- 
cordance with the obligations assumed 
hereinunder. 


SECTION VIII.—INSOLVENCY 


In the event of insolvency of the 
Company the reinsurance under this 
contract shall be payable by the Rein- 
surer to the Company or to its liquida- 
tor, receiver, or statutory successor on 
the basis of the liability of the Compa- 
ny under all policies, contracts, or par- 
ticipation shares reinsured without 
diminution because of the insolvency 
of the Company. 

It is further agreed that the liquida- 
tor, or receiver, or statutory successor 
of the Company shall give written 
notice to the Reinsurer of the pend- 
ency of any claim against the Compa- 
ny on the policies, contracts, or par- 
ticipation shares reinsured within a 
reasonable time after such claim is 
filed in the insolvency proceeding, and 
that during the pendency of such 
claim the Reinsurer may investigate 
such claim an interpose, at its own ex- 
pense, in the proceeding where such 
claim is to be adjudicated, any defense 
or defenses which may be deemed 
available to the Company or its liqui- 
dator, receiver, or statutory successor. 
The expense thus incurred by the Re- 
insurer shall be chargeable, subject to 
court approval, against the Company 
as part of the expense of liquidation to 
the extent of a proportionate share-of 
the benefit which may accrue to the 
Company solely as a result of the de- 
fense undertaken by the Reinsurer. 


SECTION IX.—ERRORS AND OMISSIONS 


Inadvertent delays, errors, or omis- 
sions made in connection with any 
transaction under this contract shall 
not relieve either party from any lia- 
bility which would have attached had 
such delay, error, or omission not oc- 
curred, provided always that such 
delay, error or omission is rectified as 
soon as possible after discovery. 


SECTION X.—RESTRICTION OF BENEFITS 


No Member of or Delegate to Con- 
gress, or Resident Commissioner, shall 
be admitted to any share or part of 
this contract, or to any benefit that 
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may arise therefrom; but this provi- 
sion shall not be construed to extend 
to this contract if made with a corpo- 
ration for its general benefit. 


SECTION XI.—PARTICIPATION IN 
STATEWIDE PLANS 


No reinsurance shall be offered or 
effective under this contract in any 
State unless there is in effect in such 
State, on the date coverage com- 
mences, a continuing statewide plan to 
make essential property insurance 
more widely available, and the Compa- 
ny is fully participating in such plan 
on a risk-bearing basis and is certified 
by the State insurance authority as 
meeting the requirements of this sec- 
tion. Except with respect to its runoff 
business after ceasing to do business 
within a State, the Company shall not 
be eligible for reinsurance under this 
contract in any State in which it is not 
engaged in the direct writing of prop- 
erty insurance at the time coverage is 
requested, or in which it is writing 
business on a nonadmitted basis, 
unless it reports such nonadmitted 
business to the State imsurance au- 
thority and participates in the 
statewide plan of such State on the 
basis of such reported business. The 
Company shall file and maintain with 
the State insurance authority in each 
State in which it is participating in the 
statewide plan a statement pledging 
its full participation and cooperation 
in carrying out the plan and shall file 
a copy of each such statement with 
the Reinsurer. The Company shall not 
direct any agent, broker, or othe pro- 
ducer not to solicit business through 
such plans and shall not penalize in 
any way any agent, broker, or other 
producer for submitting applications 
for insurance under such plans. The 
Company shall also establish and 
carry out an education and public in- 
formation program to encourage 
agents, brokers, and other producers 
to utilize the programs and facilities 
available under such statewide plans. 

In the event that the Company after 
the inception of this contract volun- 
tarily withdraws from any State plan, 
pool, or other facility required by the 
provisions of this section, such with- 
drawal shall be deemed to constitute 
cancellation by the Company with re- 
spect to that State as of the effective 
date of the withdrawal. 


SECTION XII.—LIMITATIONS ON 
REINSURANCE 


Reinsurance hereunder shail not be 
applicable to insurance policies subse- 
quently written in a State by the Com- 
pany after the close of the second full 
regular session of the appropriate 
State legislative body following 
August 1, 1968, if the State has not en- 
acted legislation to reimburse the Re- 
insurer, as necessary, for the portion 
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of the aggregate losses specified in sec- 
tion 1223(a)(1) of the National Hous- 
ing Act, as amended (12 U.S.C. 
1749bbb-9(a)), paid by the Reinsurer 
under this contract. 

The Reinsurer shall cancel coverage, 
in accordance with the provisions of 
this contract, with respect to any 
State in which— 

(A) The Reinsurer has found (after 
consultation with the State insurance 
authority) that (1) it is necessary to 
have a suitable program adopted, in 
addition to required statewide plans, 
to make essential property insurance 
available without regard to environ- 
mental hazards and that such a pro- 
gram has not been adopted, or (2) the 
Company is not fully participating in 
the Statewide plan; and, where it 
exists, in a State pool or other facility; 
and, where it exists, in any other pro- 
gram found necessary to make essen- 
tial property insurance more readily 
available in the State; or 

(B) Following a merger, acquisition, 
consolidation, or reorganization in- 
volving the Company and one or more 
insurers with or without such reinsur- 
ance, the surviving insurer does not 
meet all criteria or eligibility for rein- 
surance and within 10 days pay any re- 
insurance premiums due; or 

(C) The Reinsurer has found (after 
consultation with the State insurance 
authority) that a statewide plan is not 
complying with the Reinsurer’s statu- 
tory or regulatory criteria or has 
become inoperative. 

Notwithstanding the foregoing pro- 
visions, reinsurance may at the elec- 
tion of the Company be continued, up 
to and including September 30, 1979, 
for the term of such policies and con- 
tracts reinsured prior to the date of 
termination of reinsurance under this 
section, provided the Company pays 
the reinsurance premiums in such 
amounts as may be required. For the 
purposes of this section, the renewal, 
extension, modification, or other 
change in a policy or contract for 
which any additional premium is 
charged, shall be deemed to be 2 
policy or contract written on the date 
such change was made effective. 

Reinsurance under this contract 
shall be subject to all of the provisions 
of the Urban Property Protection and 
Reinsurance Act of 1968, 12 U.S.C. 
1749bbb-1749bbb21, as amended, and 
to all regulations duly promulgated by 
the Reinsurer pursuant thereto prior 
to the inception of any particular cov- 
erage provided under this contract. 


SECTION XIII.—ARBITRATION 


If any misunderstanding or dispute 
arises between the Company and the 
Reinsurer with reference to the 
amount of premium due, the amount 
of loss, or to any other factual issue 
under any provisions of this contract, 
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other than as to legal liability or inter- 
pretation of law, such misunderstand- 
ing or dispute may be submitted to ar- 
bitration for a determination which 
shall be binding only upon approval by 
the Reinsurer. The Company and the 
Reinsurer may agree on and appoint 
an arbitrator who shall investigate the 
subject of the misunderstanding or 
dispute and make his determination. 
If the Company and the Reinsurer 
cannot agree on the appointment of 
an arbitrator, then two arbitrators 
shall be appointed, one to be chosen 
by the Company and one by the Rein- 
surer. 

The two arbitrators so chosen, if 
they are unable to reach an agree- 
ment, shall select a third arbitrator 
who shall act as umpire, and such um- 
pire’s determination shall become 
final only upon approval by the Rein- 
surer. The Company and the Reinsur- 
er shall bear equally all expenses of 
the arbitration. 

Findings, proposed awards, and de- 
terminations resulting from arbitra- 
tion proceedings carried out under this 
section shall, upon objection by the 
Reinsurer or the Company, be inad- 
missible as evidence in any subsequent 
proceedings in any court or competent 
jurisdiction. 


SECTION XIV.—ACCESS TO BOOKS AND 
RECORDS 


The Reinsurer and the Comptroller 
General of the United States, or their 
duly authorized representatives, shall 
have access for the purpose of investi- 
gation, audit, an examination to any 
books, documents, papers, and records 
of the Company that are pertinent to 
the business reinsured under this con- 
tract. Such audits shall be conducted 
to the maximum extent feasible in co- 
operation with the State insurance au- 
thorities and through the use of their 
examining facilities. The Company 
shall keep records which fully disclose 
all matters pertinent to the business 
reinsured, including premiums and 
claims paid or payable under this con- 
tract. Records relating to premiums 
shall be retained and available for five 
(5) years after final adjustment of pre- 
miums, and to reinsurance claims five 
(5) years after final adjustment of 
such claims. 


SECTION XV.—INFORMATION AND ANNUAL 
STATEMENTS 


The Company shall furnish to the 
Reinsurer such summaries and analy- 
ses of information in its records as 
may be necessary to carry out the pur- 
poses of the Urban Property Protec- 
tion and Reinsurance Act of 1968, as 
amended, in such form as the Reinsur- 
er, in cooperation with the State insur- 
ance authority, shall prescribe; and 
the Company shall file with the Rein- 
surer a true and correct copy of the 
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Company’s Fire and Casualty annual 
statement, or amendment thereof, as 
filed with the State insurance authori- 
ty of the Company’s domiciliary State, 
at the time it files such statement or 
amendment with the State insurance 
authority. The Company shall also file 
with the Reinsurer an equivalent of 
page 14 of such annual statement for 
each State in which reinsurance is pro- 
vided under this contract. 


SECTION XVI.—EXCLUSIONS 


Reinsurance under this contract 
shall not be applicable with respect to 
any claim for: 

(A) All or any part of a loss which is 
the direct or indirect result of con- 
trolled or uncontrolled nuclear reac- 
tion, radiation, or radioactive contami- 
nation; or 

(B) Any loss to any aircraft while 
the aircraft is in flight, including that 
period between the time when power 
is turned on for the purpose of taxiing 
connected to takeoff until the time 
when the landing run has ended, taxi- 
ing has been completed, and power 
has been turned off; or 

(C) Any loss to any aircraft, or re- 
sulting from collision with aircraft, 
which is precipitated or caused by hi- 
jacking of any aircraft or attempt 
threat, including loss from wrongful 
seizure, wrongful diversion from 
course of flight pattern, or wrongful 
exercise of command or control, of an 
aircraft, by any person or persons, 
through the use of force or violence or 
the threat of force or violence. 


SECTION XVII.—DEFINITIONS 


As used in this contract the term— 

(1) “Aggregate losses” means the 
sum total of losses resulting from riots 
or civil disorders occurring in a State 
and allocable to a State in which rein- 
surance is provided; 

(2) “Company” means any company 
authorized to engage in the insurance 
business under the laws of any. State, 
except that if there are two or more 
companies within a State in which re- 
insurance is to be provided under this 
contract which, as determined by the 
Reinsurer: 

(A) Are under common ownership 
and ordinarily operate on a group 
basis; or 

(B) Are under single management di- 
rection; or 

(C) Are otherwise determined by the 
Reinsurer to have _ substantially 
common or interelated ownership, di- 
rection, management, or control; then 
all such related, associated, or affili- 
ated companies, excluding nonadmit- 
ted companies, which are not specifi- 
cally included by endorsement to this 
contract, shall be reinsured only as 
one aggregate entity; 

(3) “Continuing organization, pool, 
or association of insurers” means an 


industry pool created to provide direct 
insurance to meet special problems or 
insurability, such as for a particular 
class or type of business; 

(4) “Direct premiums earned” means 
direct premiums earned as reported in 
column 2 on page 14 of the Company’s 
Fire and Casualty annual statement 
for the specified calendar year in the 
form adopted by the National Associ- 
ation of Insurance Commissioners, 
subject to (A) adjustment as approved 
by the Reinsurer for cessions to pools, 
facilities, and associations, and for the 
inclusion of participations in such 
pools, facilities, and associations, and 
(B) such other appropriate adjust- 
ments as may be approved or required 
by the Reinsurer, which shall include 
adjustments for dividends paid or 
credited to policyholders and reported 
in column 3 on page 14, subject to a 
maximum credit of 20 percent (20%) 
of direct premiums earned for any one 
line of insurance; 

(5) “Excess aggregate losses” means 
that part of aggregate losses which is 
equal to the sum of— 

(A) Ninety percent of the Company’s 
aggregate losses in excess of its net re- 
tention, until the Company’s 10 per- 
cent share of aggregate losses under 
this provision (A) equals the amount 
of its net retention; 

(B) Ninety-five percent of the Com- 
pany’s remaining aggregate losses 
(after deducting the Reinsurer’s share 
of aggregate losses under (A)) in 
excess of twice its net retention, until 
the Company’s 5-percent share of ag- 
gregate losses under this provision (B) 
equals the amount of its net retention; 
and 

(C) Ninety-eight percent of the Com- 
pany’s remaining aggregate losses 
(after deducting the Reinsurer’s share 
of aggregate losses under (A) and (B)) 
in excess of an amount equal to three 
times its net retention; 

(6) “Losses” means all claims proved, 
approved, and paid by the Company 
under reinsured policies, resulting 
from riots or civil disorders occurring 
in a State during the period of this 
contract after making proper deduc- 
tion for salvage and for recoveries 
other than reinsurance, together with 
an allowance for expense in connec- 
tion therewith, hereby agreed to equal 
an amount per claim of 8 percent (8%) 
of the first $25,000 of any such claim, 
plus 3 percent (3%) of the amount by 
which such claim exceeds $25,000 but 
is less than $100,000, plus 1 percent 
(1%) of the amount by which the 
claim exceeds $100,000; it does not 
mean any claim excluded under sec. 
XVI; 

(7) “Net retention” means. the 
amount of aggregate losses that the 
Company must stand before the Rein- 
surer’s liability hereunder attaches 
and shall be one aggregate figure for 
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each State which shall be the larger of 
either $1,000 or the amount deter- 
mined by applying a factor of 2% per- 
cent (2%%) to the specified percentage 
of the Company’s direct premiums 
earned in the State for the calendar 
year 1978 on those lines of insurance 
hereby reinsured; 

(8) “Loss resulting from riot” means 
loss of or damage to property actually 
and immediately resulting from an 
overt and tumultuous disturbance of 
the public peace by three or more per- 
sons mutually assisting one another; 
or otherwise acting in designed con- 
cert, in the execution of a common 
purpose through the unlawful use of 
force and violence. 

“Loss resulting from civil disorder” 
means: 

(A) Loss of or damage to property 
actually and immediately resulting 
from any pattern of unlawful inci- 
dents taking place within close prox- 
imity both as to time and place and in- 
volving damage to property intention- 
ally caused by persons apparently 
having the primary motivation of dis- 
turbing the public peace through civil 
disruption, civil disobedience, or civil 
protest; provided that at least two of 
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such related incidents result in proper- 
ty damage in excess of $1,000 each; or 

(B) Loss of or damage to property 
actually and immediately resulting 
from any occurrence involving proper- 
ty damage in excess of $2,000 caused 
by persons whose unlawful conduct in 
so causing the occurrence manifests 
their primary purpose of disturbing 
the public peace through civil disrup- 
tion, civil disobedience, or civil protest. 

(9) “Specified percentage’ means 
100 percent (100%) of the direct pre- 
miums earned for each line of insur- 
ance reinsured under this contract 
except that the specified percentage 
of homeowners multiple peril shall be 
85 percent (85%) and that of Commer- 
cial multiple peril shall be 65 percent 
(65%); 

(10) “State” means the _ several 
States, the District of Columbia, the 
Commonwealth of Puerto Rico, the 
territories and possessions, and the 
Trust Territory of the Pacific Islands; 
and 

(11) “State pool” means any State 
Fair Plan pool or insurance placement 
facility which is intended to meet the 
requirements of Part A of the Urban 
Property Protection and Reinsurance 
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Act of 1968 (82 Stat. 558, 84 Stat. 1791, 
12 U.S.C. 1749bbb-3—1749bbb-6a). 


SECTION XVIII.—SCHEDULE OF COVERAGE 


The Company shall indicate with an 
(X) in the appropriate column and 
line those States in which the manda- 
tory lines are to be reinsured under 
this contract. Coverage of mandatory 
lines may be designated only for those 
States in which the Company is eligi- 
ble for reinsurance in accordance with 
section XI of this contract. 

The Company shall also indicate by 
State with an (X) in the appropriate 
column and line any optional lines 
which are to be reinsured under this 
contract. Coverage of optional lines is 
available only for those States in 
which the mandatory lines are rein- 
sured. [The schedule of mandatory 
and optional coverages by State and 
line is set forth at this point in the 
Contract.] 


Issued at Washington, 
August 29, 1978. 


B.C, on 


GLoriA M. JIMENEZ, 
Federal Insurance Administrator. 


[FR Doc. 78-24865 Filed 8-31-78; 8:45 am] 
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